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t o  be Conid:ned :n the ?2pOr:5 1.11; I be :he s u b j e c t  o f  d i d t e r  o r d e r ,  t o  be 

i s s u e d  a f t e r  Conipdny rids a i s i u s s e d  the proposed content o f  t h e  r e p o r t s  w i t h  

t h e  O p e r a t i o n s  Review s:aff.  

IOWA S l A l E  CI)ElFIEKCi  COEli4lSS10N 

€LA. 
I 

Chat rperson 

ATTEST: 

Coinni Qh ss ioner 

Dated  a t  Des Moines, Iowa, t h i s  l o g d a y  o f  Novemcer, 1983. 

- .  - .  
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IN 2E: 1 

IOUA P U B L I C  S E R V i C E  C 3 M P A N Y  DOCKET NO. RPU-83-29 
\ 

S7:POLAT:ON AND AGREEMENT 

ARTICLE I 

I n t r o d u c t i o n  

On August 16, 1953, Iowa P u b l i c  S e r v i c e  Company ("Company") f i l e d  an 

? ? p l i c a t i o n  w i t h  t h e  Iowa S t a t e  Commerce Commission ("Commission") f o r  a 

r e v i s i o n  i n  i t s  r a t e s  and charges f o r  e l e c t r i c  u t i l i t y  s e r v i c e .  The 

Commission, by o r d e r  i s s u e d  September 8 ,  1983, docke ted  t h e  m a t t e r  as 

Docket XPU-83-29; i n s t i t j t e d  an i n v e s t i c a t i o n  o f  t h e  proposa l  and f i x e d  a 

p r o c e d u r a l  schedule. By o r d e r  issued 3Ct3Oer 6, 1983, i O W a  C i t i z e n s  f o r  

Community Imprgvement ("CCI") and T e r r a  Cnemicals I n t e r n a t i o n a l ,  I nc .  

( " T e r r a " )  were g r a n t e d  p e r n i s s i o n  t o  i n t e r v e n e  in t h e  proceed ing .  

Company w a s  a u t h o r i z e d  t o  b i l l  and c ~ ^ : I ? c t  i n c r e a s e d  r a t e s  on an 

i n t e r i m  b a s i s  commencing Octo3.r 13,  1983, pend ing  h e a r i n g  and d e c i s i o n .  

H e a r i n g  on Company's p roposa l  commenced Ocrober  13, 1983 a t  wh ich  

Com?sny, T e r r a  and t h e  O f f i c e  o f  Consumer Advocate ( " O C A " )  were r:he o n l y  

p a r t i e s  t o  e n t e r  appearances and activel: ,  p a r t i c i p a t e .  

ARTICLE II  

Purgose 

T h i s  S t i p u l a t i o n  and AGreement has been p r e p a r e d  and executed by 

Company, T e r r a  and OCA--col I e c t i v e l y  h e r e i n a f t e r  t h e  "Parties" o r  

i-' I 

I 
I 
I 
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" S i g n a t o r i e s " - - f o r  t h e  pu:pose o f  r e s o l , i i n g  t h e  j u r i s d i c t i o n a l  revenue 

requ i rement  a t  Docket No. RPU-83-29. 

A?,-:SLE II! 

J o i n t  M o t i o n  To Commiss ion 

Upon e x e c u t i o n  o f  t h i s  S t i p u l a t i o n ,  t h e  S i g n a t o r i e s  s h a l l  f i l e  t h e  same 

w i t h  t h e  Commission t o g e t h e r  w i t h  a j o i n t  m o t i o n  r e q u e s t i n g  t h a t  the 

Commission i s s u e  an o r d e r  app rov ing  t h i s  S t i p u l a t i o n  i n  i t s  e n t i r e t y  

w i t h o u t  c o n d i t i o n  o r  m o d i f i c a t i o n .  
. .  

ARTICLE 1'1 

C o n d i r i o n  ? r i c e O e n t  

T h i s  S t i p u l a t i o n  s h a l l  n o t  beczme e f f e c r i v e  u n l e s s  and u n t i l  t h e  

Commission i s s u e s  an o r d e r  apo rov ing  t i l e  S a m  i n  i t s  e n t i r e t y  w i t h o u t  

c o n d i t i o n  o r  m o d i f i c a t i o n .  

:?TI::E $1 

P r i v i l e s e  A.;S L i m i l a t i o n  

T h i s  S t i p u l a t i o n  s h a l l  b e c m e  > : ? d i n g  "on t h e  S i s n a t o r i e s  upon i t s  

e x e c u t i o n ,  p r o v i d e d ,  however, t h a t  i f  t h i s  j t i p u l a t i o n  does n o t  become 

e f f e c t i v e  i n  accordance w i t n  Ar:icle ?'!, a m v e ,  i t  s h a l l  be n u l l ,  v o i d  and 

p r i v i l e g e d .  

m a t t e r s  r e f e r r e d  t o  h e r e i n  and no S i g n a t o r y  wa ives  any c l a i m  o r  r i g h t  wh ich  

i t  may o t h e r w i s e  have w i t h  respec t  t o  a n y  m a t t e r  n o t  e x p r e s s l y  p r o v i d e d  f o r  

T h i s  S t i p u l a t i o n  i s  i n i ? n d e d  t o  r e l a t e  o n l y  t o  t h e  s p e c i f i c  

h? re in .  Except as e x p r e s s l y  p r o v i d e d  n e r e i n  a t  A r t i c l e s  V I I ,  V I I I ,  I X ,  X ,  
4 4 . x  I I  

and XI, no S i g n a t o r y  s h a l l  be deemed t 3  have approved, accep ted ,  agreed o r  

consented t o  any ra temak ing  3 r i n c i p ! e ,  any ne thod  o f  c o s t  o f  s e r v i c e  

d e t e r m i n a t i o n ,  o r  a n y  method of  cos; a i l o c a t i o n  u n d e r l y i n g  t h e  p r o v i s i o n s  

4 
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o f  t h i s  S t ' g u i a t i o n  o r  be ore;Jdicea o r  bound t h e r e b y  In any f u t u r e  a proceed ing  % f o r e  t h e  Commlsj lon. 

It i s  e x p r e s s l y  unders tood and asreed by t h e  p a r t i e s  and t h e  Commission 

t h a t  approval o f  t h i s  S t i p u l a t i o n  by t h e  Commission under  t h e  t e r m s  o f  

A r t i c l e  I V  he reo f  means t h a t  e x c e p t  f o r  t h e  - i n  f u t u r o  r a t e m a k i n g  t r e a t m e n t  

o f  excess g e n e r a t i n g  c a p a c i t y  and Federa l  income taxes  under  t h e  p r o v i s i o n s  

o f  A r t i c l e s  V I i I  and X I ,  t h e  a m o r t i z a t i o n  o f  u n b i l l e d  revenues, t h e  sa l e  o f  

o i l  ana n o n - r e c u r r i n g  c o n s u l t a n t  fe;s and cha rges  d u r i n g  t h e  r e s p e c t i v e  

a m o r t i z a t i o n  p e r i o d s  s p e c i f i e c  i n  A r t i c l e s  V I I ,  I X  and X ,  and t h e  common 

s t o c k  e q u i t y  r e t u r n  s p e c i f i e d  i n  ,Ar:icle V I ,  t h e  Commission and t h e  p a r t i e s  

cannot u s e  a n y t h i n g  c o n t a i n e d  i n  t h i s  8 : i p u l a t i o n  as a " p r i n c i p l e "  f o r  

i n t e r i m  r a t e  o r  any o t h e r  p u r 9 o s e ' i n  f u r s r e  r a r e  p roceed ings .  

ARTICLE I/: 

J s r i s d i c t i o n a l  C u r r e n t  3evenue Requirement 

A. i n e  r a t e  of r e t u r n  on common s tock  e q u i t y  f o r  t h e  purposes  o f  

d e t e r n i n i n ~  revenue requ i rement  sha! l  3? 16.35 pe rcen t .  The ave race  c o s t  

o f  c a p i t a l  f o r  t n e  purposes o f  d e t e r m i a i n g  revenue r e q u i r e m e n t  s h a l l  be 

10.827 percent ,  a s  computed i n  .Appendix 1 a t t a c h e d  t o  t h i s  S t i p u l a t i o n  and, 

by t h i s  r e f e r e n c e  made a p a r t  h e r e o f .  

B. The e l e c t r i c  j u r i s d i c t i o n a l  reYenue r e q u i r e m e n t  ( e x c e p t  f o r  t h e  

p r o v i s i o n s  of A r t i c l e s  V I 1 1  and X I  o f  t f i i s  S t i p u l a t i o n )  f o r  t h e  purpose of  

s e t t i n g  c u r r e n t  r a t e s  t o  oe used i n  making r e f u n d s ,  s h a l l  be $223,359,649, 

a s  computed i n  Aopendix A a t t a c h e d  t o  t n i s  S t i p u l a t i o n .  
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?atemakin9 Treat:nent Of Unb i  !d Revenues - 

I n  1982 t h e  Commission apiJr3red a S t i p u l a t i o n  and a u t h o r i z e d  Company t o  

change t h e  method o f  account ing  f o r  u n b i l l e d  revenues. The Company changed 

i t s  a c c o u n t i n g  method i n  1981 and, i n  conformance w i t h  a c c o u n t i n g  

c o n v e n t i o n s ,  booked t h e  u n b i l l e d  revenues i n  t h e  f i r s t  q u a r t e r  o f  1982. 

The amount o f  u n b i l l e d  e l e c t r i c  revenues booked by Company was $8,218,340. 

The p a r t i e s  ag ree  t h a t  for ra temak ing  purposes  t h e  $8,218,340 o f  u n b i l l e d  

e l e c t r i c  revenues s h a l l  be amor t i zed  " a - o v e - t h e - l i n e "  as c r e d i t s  t o  revenue 

i n  comput ing  t h e  revenue requ i rement  i n  Appendix A appended h e r e t o  o v e r  a 

t 2 n  ( 1 0 )  y e ? r  p e r i o d ;  such azo r ' j z3 t i o :  ? e r i o d  f o r  r a t e m a k i n s  purposes  i s  

t o  commence when t h e  c u r r e n t  r a t e s  dete '? ined under t h i s  S t i p u l a t i o n  a r e  

p l a c e d  i n  e f f e c t ,  however, for Dook p r i o s e s  o n l y  Company may commence 

t h e  a m o r t i z a r i o n  0: u n b f l l t d  r2venues 2 s  o f  January  1, 1982. 

; iaTiciE ' j : i i  

E x c ~ s s  ,Sentra:i-.:z C a o a c i t y  

C u r r e n t  j u r i s d i c i i o n 2 l  r a t e s  :o be ssed i n  making r e f u n d s  s h a l l  be 

c a l c u l a t e d  on t h e  b 2 8 i j  o f  t n e  22;ust;le?: f o r  excess g e n e r a t i n g  c a p a c i t y  2 s  

c o n t a i n e d  i n  Appendix A appended t o  t h i s  S t i p u l a t i o n  and r e f l e c t e d  i n  t h e  

c o m p u t a t i o n  o f  revenue requiremen: i n  Appendix A appended t o  t h i s  

S t i p u l a t i o n .  

I n  t h e  even t  t h a t  t h e  Commission o r  t h e  h i g h e s t  c o u r t  t h a t  r u l e s  on t h e  

i s s u e  de te rm ines  i n  any proceed icg  colnminced b e f o r e  t h e  Commission i n  1983 

th.at i t  i s  p r o p e r  t o  f i x  r a t e s  on any o f  t h e  f o l l o w i n g  b a s i s :  
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( a )  t n e  o o s : t i o n  a f  O C A  t n a t  ra:?s f i x e d  on a 1982 :est y e a r  s h o u l d  

n o t  c o n t a i n  o r  r e c o g n i z e  c o s t s  ( b o t h  inves tment  a n d  o p e r a t i n g )  

o r  re'fenues a s s o c i a t e d  wi:h i c u i s a  Genera t i ng  S t a t i o n ,  o r  

t h a t  t h e  g e n e r a t i n g  c a p a c i t y  r e s e r v e  marg in  used t o  compute an 

excess g e n e r a t i n g  c a p a c i t y  ad jus tment  i s  less t h a n  25 p e r c e n t ,  o r  

( b )  

( c )  t h a t  an excess c a p a c i t y  ad jus tment  shou ld  be c a l c u l a t e d  on t h e  

b a s i s  of t h e  c o s t s  o f  s p e c i f i c  g e n e r a t i n g  u n i t s ,  

t h e  p a r t i e s  agree t o  be bound t h e r e b y  2nd Company agrees t o  make f u r t h e r  

r e f u n d s ,  measured commencing October  1 3 ,  1983, i n  accordance w i t h  such 

d e t e r m i n a t i o n  t o g e t h e r  w i t h  i n t e r e s t  a t  '.ne r a t ? ,  c a j c u i a t e d  under  t h e  

p r o v i s i o n s  of  Sec t ion  2 3 ,  HOES? i?:? 2 : ? ,  !Cth G. ,A. on October  13 ,  1983. 

F o r  purposes o f  makin5 any a d j u s t w n t  2:C?r subsec t i on  " c " ,  above, t h e  

a d j u s t m e n t  s h a j i  3e c m p u t ? d  by f i rs t  s x n a u s t i n g  Company's p r o p o r t i o n a l  

s h a r e  of  t h e  Lou is3  Genera t i ns  S t s t i o n ,  then by exnaus t ing  Company's 

p r o p o r t i o n a l  share o f  t h e  Ottumwa ;e.;?r:ring S t a t i o n ,  t ' len by e x h a u s t i n g  

COm7any'S g r o p o r t i o n 2 1  snare 3: t h e  ! :e?:  Seneratinc j t a f i o n , '  I l r . i i  # 4 ,  t h e n ,  

i f  r e q u i r e d ,  by exhaus t ing ,  successi,Je:y, Company's p r o p o r t i o n a l  sha res  o f  

t h e  rema jn ing  u n i t s  o f  t n e  Neal ien?ra:i?9 S t a r i o n .  A t  any p o i n t ,  i f  t h e  

rema inder  o f  t h e  excess c a g a c i t y  ad jus t :nent  i s  l e s s  t h a n  Company's 

p r o p o r t i o n a l  s h a ~ e  i n  a g e n e r a t i n g  s t a t i o n  o r  a u n i t  t h e r e o f ,  such 

rema inder  s h a l l  b e  c a l c u l a t e d  usin;  t h ?  average net i nves tmen t  i n  

g e n e r a t i n g  s t a t i o n s  o r  uni:s :hereof w r i c n  have n o t  been exhausted  i n  

compu t ing  t h e  ad jus tment .  

I n  t h e  even t  t n e  u t i l i t y  p o s j t i o n  p . - e v a i l s  b e f o r e  t h e  h i g h e s t  c o u r t  

w h i c h  hears  t h e  i s s u e ,  Com?an j  s h a l l  3? ? e m i t t e d  t o  a p p l y  t h e  r u l i n g  o f  

t h e  h i g h e s t  c o u r t  on t h i s  i s s u e  ir. p r o s 2 e c t i v e  raze  cases o n l y  w i t h o u t  
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recoupment o f  revenuer f o r  :ne 3 e r i o d  : n t e r v e n i n g  u n t i l  a r u l i n g  i s  

r e c e i v e d  f rom :he n i g h e s t  c x r ' .  r e v i e w i n s  t h e  m a t t e r .  

I t  i s  e x p r e s s l y  unders t300 t h a t  :ne p a r t i e s  do n o t  waive any o f  t h e i r  

f i g h t s  of p a r t i c i p a t i o n  i n  any j u d i c i a !  rev iew  p roceed ing  i n v o l v i n g  t h e  

i s s u e  of excess g e n e r a t i n g  c a p a c i t y  by reason o r  under  t h e  te rms  and 

p r o v i s i o n s  o f  t h i s  A r t i c l e .  

ARTICLE I X  

A m o r t i z a t i o n  O f  Gain 3n Sa le  O f  O i l  S tocks  ------ 
D u r i n g  t h e  t e s t  p e r i o d  Company r ? a l i z e d  a $967,398 g a i n  On S a l e  o f  

p a r t  o f  i t s  o i l  s tock .  

$967,398 g a i n  s h a l l  be amor:izee " a b o v e - t n e - l i n e "  as C r e d i t 5  t o  revenue 

i n  compu t ing  t h e  revenue requ i remen t  i n  Appendix A h e r e t o  O v e r  a t h r e e  ( 2 )  

y e a r  p e r i o d ,  such a m o r t i z a t i o n  p e r i o d  f o r  ra temak in9  pur2oses i s  t o  com- 

mence when t h e  c u r r e n t  r a t e s  ae te rm ined  under t h i s  S t i p u l a t i o n  a r e  p 'aced 

i n  e f f e c t ,  however, f o r  book purJoses o n l y  Company may commence t h e  amor- 

t i z a t i o n  o f  t h e  g a t n  on s a l e  o f  o i i  s t o c < s  as o f  January 1, 1982. 

The p a r t i e s  agree t h a t  f o r  ra temak ing  purposes  t h e  

AR7;CLE x 

A m o r t i z a t i o n  Of C o n s u l t a n t s  Fees - - 
D u r i n g  t h e  1982 t e s t  y e a r  Company expended $125,306 as fees t o  

c o n s u l t a n t s  f o r  s t u d i e s  r e l a t i n g  t o  requ i rements  imposed by t h e  P u b l i c  

U t i l i t y  R e g u l a t o r y  P o l i c y  Act. The  p a r t i e s  ag ree  t h a t  such e x p e n d i t u r e s  

s h a l l  be a m o r t i z e d  " a b o v e - t h e - l i n e "  as expenses i n  comput ing  t h e  revenue 

r e q u i r e m e n t  i n  Appendix 4 h e r e t o  over a t w o  ( 2 )  y e a r  p e r i o d ,  such amor- 

t i z a t i o n  p e r i o d  :o commence for  ra temak ing  purposes  when t h e  c u r r e n t  r a t e s  

d e t e r m i n e d  under  t h i s  S t i p u l a t i o n  a r e  p laced  i n  e f f e c t ,  however, f o r  book 
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t n e  f low-Shrougn m t C O t  o f  a c c o u n t i n g  and f lowed back more , rap id l y  

than !ne r e m a i n i n g  l i v e s  o f  S n e  a s s o c i a t e d  assets .  

Docket No. 3P?r-3?-29 
Page 3 

It i s  e x 3 r e s s i y  unaers t30d t h a t  :he p a r t i e s  d o  n o t  waive any o f  t h e i r  

r i g h t s  o f  p a r t i c i 3 a t i o n  i n  any 5 u d i C i a l  r e v i e w  p roceed ing  i n v o l v i n g  t h e  

i s s u e  o f  rnethoc f o r  c a l c g l a t i n g  c e f e r r e d  Federa l  income taxes. 

ARTICLE X I 1  

Rate  Des ign  

Rates t o  r e c o v e r  t h e  revenue requ i remen t  c o n t a i n e d  i n  t h i s  S t i p u l a t i o n  

s h a l l  be des igned by a p p l y i n s  a u n i f o r m  percentage of i n c r e a s e  t o  a l l  

c l a s s e s  of  u s t m e r s .  

The p a r t i e s  a f f i r m  t h a t  :ne 3 0 2 :  o f  f u t u r e  e l e c t r i c  r a t e  p roceed ings  

s h a l l  be t o  des ign  razes ,  t o  tne maximum e x t e n t  p r a c t i c a l ,  t o  reasonab ly  

r e f l e c t  c o s t s  o f  p r o v i d i n s  e ! e c t r i c  s e r v i c e  t o  each customer c l a s s  as ' 

r e q u i r e d  by 3ock.e: RNU-80-1 a r d  ?.ule 253--20.10(2).  

i t s  n e x t  r a t ?  case pr3ceedin;  2mpany  asrees t o  p r e p a r e  a c o s t  t 3  s e r v e  

Study f o r  r a t e  d e s i g n  pur?os?s. T i e  Eonpany w i l l  bas? such study on a t e s t  

p e r i o d  s ? i e c t e d  by t h e  Comcany f a r  suck  r a t e  case f i l i n g .  

c o s t  t o  s e r v e  s tudy Company shz' , l  l i k e w f s e  rev ie r r  t h e  p r o p r i e t y  o f  t n e  

e x i s t i n g  c a t e g o r i e s  o f  customer c j a s s e s  and s h a l l  recommend d i s a g g r e q t i o n  

o r  r e c o m b i n a t i o n  o f  e x i s t i n g  cus tomer  c l a s s e s ,  i f  a o p r o p r i a t e ,  t o  e s t a b l i s h  

c l a s s e s  based upon reasonab ly  s i m i l a r  usage, l o a d  and c o s t  cha rac te r i s : i cs .  

No p a r t y  wa ives  any r i g h t  t o  c h a l l e n g e  t h e  v a l i a i t y  0: any  c 3 s t  t o  se rve  

SSudy s o  f i l e d  by t h e  Company or  t o  c h a l l e n g e  t h e  v a l i d i t y  o f  t h e  t e s t  year  

s e l e c t e d  oy Company f o r  t h e  e n t i r e  r a t e  f i l i n g .  

To t h a t  end as  ? a r t  o f  

A s  p a r t  o f  such 
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ARTICLE X I 1 1  

T a r i f f  Sheets Ana Refund P l a n  

A .  Upon approval  o f  t h i s  S t i p u l a t i o n ,  t h e  Company w i l l  f i l e ,  s u b j e c t  

t o  check by t h e  Commission S t a f f  and OCA and approva l  by t h e  commission, i f  

necessary,  t a r i f f  sheets w i t h  t h e  Commission r e f l e c t i n g  r a t e  l e v e l s  

de te rm ined  by t h i s  S t i p u l a t i o n .  

8. W i t h i n  n i n e t y  (90 )  days f o l l o w i n g  approva l  of t h i s  S t i p u l a t i o n ,  

t h e  Company w i l l  commence r e f u n d s ,  i n c l u d i n g  a s s o c i a t e d  s a l e s  t a x e s  and 

g ross  r e c e i F t s  taxes  when a p p l i c a b l e  and i n t e r e s t ,  due i t s  Customers i n  

accordance w i t h  t h e  f o l l o w i n g  p r o v i s i o n s :  

I .  R e f g n d s  w i l  1 5 e  11222 t3 t h c s e  customers ,who g a i d  f o r  t h e j r  

e l e c t r i c  s e r v i c e  a t  t h e  h iGher  r a t e s  c o r  t h e  p e r i o d  b e g i n n i n g  w i t h  

usage a f t e r  October 1 3 ,  1963, un:il imp!ementa t ion  o f  r e v i s e d  r a t e s  i n  

t h i s  docket.  

2. Refunds w i i l  3e :?e  g i f f e r z n c e  SetNeen t h e  new t a r i f :  r a t e s  

and t h o s e  r a t e s  a c t l ; a l l y  i r  2 = f ? c t  Car in :  t h e  r e f g n b  p e r i 3 d .  

7 I n t e r e s t  w i l l  3e caicg;a:?d a t  t h e  r a t e  de te rm ined  under  t h e  

p r o v i s i o n s  o f  Sec t i on  2 2 ,  HCuse F i l e  2 1 2 ,  7 C t n  G.A. as o f  October  1 3 ,  

1983. 

4 .  Sales t a x  and gross  r e c e i p t s  t a x  w i l l  be i n c l u d e d  i n  re funds ,  

i f  a p p l i c a b l e .  

5 .  Customers P resenT ly  r e c e i v i n g  s e r v i c e  w i l l  be re funded  

w i t h  a c r e d i t  on t h e i  r n e x t  511 1 .  
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* 
3. - o r  :nose c3s:omers e i i g i b l e  f o r  a r e f u n d  who a t e  no l o n g e r  

r e c e i v i n g  e l e c t r i c  s e r v i c e ,  r e f u n d  w i l l  be made by check m a i l e d  t o  t h e  

l a s t  known address excep t  f o r  t ho52  cus tomers  t h a t  have an unpa id  

account '.he r e f u n d  w i l l  be c r e d i t e d  t o  t h e  account.  No checks under  

$1.00 will be i s s u e d  u n l e s s  reques ted  by t h e  customer.  

7.  IJnrefunded amounts, wh ich  i n c l u d e  amounts under  $1.00 and 

u n d e l i v e r a b l e  checks, w i l l  be r e t a i n e d  i n  a m i s c e l l a n e o u s  c u r r e n t  and 

accrued i i a b i l i t y  account  and such accoun t  ba lance  s h a l l  be deducted  i n  

computing r a t e  base i n  f u t u r e  r a t e  p roceed ings  u n t i l  such t i m e  as  t h e  

amour;;s escheat i n  accordance w i t h  t h e  laws o f  Iowa. 

I O W A  P l J B L i C  S E X ' I I C E  COMPANY 

Dated t h i s  26- day o f  Oc tober ,  19e3. 

Gated tnis day of October ,  1%:. 

OFFICE OF CONSUMER ADVOCATE 

BY 

Dated t h i s  26% day of October ,  1983. 

a 



MidAmerican Exhibit S. 1 
P a g e 3 T I o f w  A~~~~~~ ISCC DOCKET NO. RPU-83-29 

STIPULATION Page 1 o f  4 

RATE OF XiURN 

Amount R a t i o  
Weighted 

c o s t  c o s t  - - 
Long-term Debt $333,487,178 52.704% 9.0814, 4.786% 
P r e f e r r e d  E q u i t y  73,343,008 11.591 7.913 .917 . -  
Common E q u i t y  225,927,273 35.705 14.35 5.124 

100 56 10.827% 
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STIPULATION 

Average Rate Base I) 
Rate o f  Return 

Income Requirements 

Less Actual Income 

Income Deficiency 

Income Tax I3 51.134, 

Revenue Deficiency 

Less Capacity Adjustment 

Adjusted Revenue Deficiency 

1MldAmerican Exhibit 8.1 
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Page 2 o f  4 

2EYEXUE REQUIREMENT 

$563,257,132 

10.827% 

60,983,850 

48,794,218 

12,189,632 

12,753,343 

24,942,975 

(6,912,498) 

18,030,477 
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ISCC OOCKET NO. R P U - ~ ~ - Z ~  
STIPULATION 

Iowa PUSLIC SERVICE COMPANY 

(000) 
E l e c t r i c  Income Statement  

O p e r a t i n g  Revenues 

O p e r a t i n g  Expenses: 
Oper 8 Maintenance 
O e p r e c i a t i ’ o n  and A m o r t i z a t i o n  
Taxes O t h e r  Than Income 
Income Taxes 

F e d e r a l  - C u r r e n t  
S t a t e  - C u r r e n t  . 
D e f e r r e d  Taxes 
I n v e s t m e n t  Tax C r e d i t  

T o t a l  O p e r a t i n g  Expenses 

O p e r a t i n g  Income 

$223,359,649 

$ 98,364,661 
24,933,782 
13,423,952 

11,077,133 
5.113.590 
7;550;551 
5,290,268 

$165,753,937 

S 57,605,712 
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E X C E S S  C A P A C I T Y  

1983 T o t a l  Company System Peak 
Iowa J u r i s d i c t i o n a l  A I  l o c a t i o n  
Iowa Jurisdictional 1983 System 
Mu1 t i p 1  i e r  
MU I o w a  C a p a c i t y  Requirement 

ACJUSTHENT - CURRENT R A T E S  

821  MW 

Peak 788.2 MW 
X .953131 

x 1.25 
985.3 MW 

MW T o t a l  System A v a i l a b l e  ( S t a f f )  1287.3 MW 
Less: MW E s t e r v i l l e  and Maynard P l a n t  - 34.0 MW 
MY T o t a l  S v s t e m  Less E s t e r v i l l e  & Maynard 1253.3 MW 
Iowa J u r i s h i c t i o n a l  a l l o c a t i o n  X .953131 
MW Iowa Only Less E s t e r v i l l e  and Maynard - 1,194.6 MW 

MW Iowa Excess Capac i t y  200.3 MW 

D i v i d e d  by MW Iowa Only Less E s t e r v i l l i  
and Maynard I 1,194.6 MW 

Computer F a c t o r  .1752! 
Iowa J u r i s d i c t i o n a l  Genera t i ng  P l a n t  I n , J e s t m e n t  ~5376,278,481 

S 65 ,927 ,753  
Weighted Cost o f  Common E q u i t y  X .35:24 

5 3-,373,138 
T a x  @ 51.13% S 3,534,350 
Re+?nue Acjus tment  j 6,912,498 
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I O U A  8 7 ; ; :  CCf4 !4 i?CE CUMMISS1I)N 

f 
i w' I 

UOCKET NO. RPU-83-29 
i, c . 

i N  ?E: 

ioua W L I C  S E R V ! C E  C ~ M P A N V  

OHDER A P P R O V l i l G  STIPULATION AND AGREEMENT 

( i s s u e d  Novemoer io, 1983) 

On August 1 6 ,  1983, iowa ?>slit S e r r i c ?  Cmpany (Company) f i l e d  t a r i f f s  

-- i d e n t i f i e d  a s  TF-83-425 and , ? - . ? 2 - J ? : ,  f o r  3 r e v i s i o n  i n  i t s  r a t e s  and 

charges f o r  ? l ? : t i i c  'Jtiiity s ? - , ' ? C ? .  i - 1 2 5 2  : a r i : f j  w e 7 2  d o c k e t e d  by 1 
1 
i 

f o r  Comniuni:y improvement (Cii; ani: i ? r r a  Chenicdls i n t e r n a t i o n a l ,  i n c .  i 

commission o r d e r  of Septem3?r ? ,  !9G:. CIn llcr.nber-:&, 1963 , ' l ona  C i t i z e n s  

( T e r r a )  were g ran ted  i n t e n e n o r  s:d:as 1n t h e  proceeding. On October 7 ,  I 

1983, t h e  Comnission a u t h o r i z e 5  :ne t s w a n y  t o  b i l l  and C o l l e c t  i nc reased  I 
I 

I 

r a t e s  on an i n t e r i m  bas is  c o n n e l c i n c  O c t o b e r  13, pending h e a r i n g  and 

d e c i s i o n .  On October 17 t h e  O f f l C ?  o f  Consumer Advocate ( O C A )  f i l e d  an 

a p p l i c a t i o n  f o r  r e h e a r i n g  concernin: t h e  i n t e r i m  r a t e s .  On 0c:ober 26, 

Company, OCA, and T e r r a  f i l e d  a proposed s t i p u l a t i o n  and agreement f o r  t h e  

approva l  of t h e  Commission. The proposed s t i p u l a t i o n  and agreement w i l l  be 

approved. 
. , ,  
'." A p a r t  o f  Company's evidence i n  t h 1 s  r a t e  case was a c o s t - o f - s e r v i c e  

study. 

c e r t a i n  c la s ses  would be sub jec t  t o  a grea:er percentage inc rease  than  

I f  the r e s u l t s  o f  t h i s  s tudy  were a p p l i e d  t o  Company's r a t e s ,  



1. 
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A T T E S T  : 

\ 

Dd:ea a: Des Moines, I o w a ,  t h i s  I O & d a y  o f  November. 1903. 

. .  - .  
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HIDEST GAS 

The N a t u r a l  Gas U i i i i t y  D i v i s i o n  of 
I o w a  P u b l i c  S e r r i c e  Company 

Docket No. BPU-90- 

Diracc Tescisony 

of  

Pau l  R .  Houl,  S e n i o r  Vice P r e s i d e n i  
AUS Consu l t ancs  - U r i l i i y  S e r r i c e s  Group 

Concerning 

Cost Rate  of  Common Equ i ty  
and 

Overall F a i r  Ra:e of Recurn 
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1 

2 Q. P l e a s e  s t a t e  your name, occupa:ion and b u s i n e s s  a d d r e s s  

I n t r o d a c t L o n  and Summar? o f  F i n d i n z s  

3 A .  

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3  

15 

16  

17  9 .  

18 A. 

19  

20 

2 1  

22 

23 

Xy name is P a u l  R .  ?IOU:. Yy b c s i n e s s  address is 1 5 5  G a i t h e r  Dri.ie, 

Hount L a r e l ,  New Jersey, and my s a i l i n g  a d d r e s s  is P.3. aox 6 5 0 ,  

Noorestown, NJ 08057. I am a S e n i o r  'J ice P r e s i d e n t  o f  AUS Consultants - 

U t i l i q  S e n i c e s  Group. AUS C o n s u l t a n t s  is a n  independen:, n a t i o n a l l y  

r ecogn ized  c o n s u l t i n g  frrm comprised of t h e  U t i l i t y  S e r v i c e s  Group,  ic- 

c l u d i n g  t h e  Weber r i c k  and Wilson D i v i s i o n ,  V a l u a t i o n  S e r J i c e s  Groc?,  

I n d u s t r y  A n a l y s i s  Group, S o f r d a r e  Group, I C R  Survey Research  Group and 

C . A .  Turner  U t i l i t y  R e p o r t s .  The u t i l i t y  S e r v i c e s  Group s p e c i a l i z e s  i n  

f a i r  r a t e  o f  r e t u r n  s t u d i e s ,  a r r a n g e s  f o r  p r i v a t e  placement  of p u b l i c  

u t i l i t y  s e c u r i t i e s ,  and  p r o v i d e s  a wide range of p u b l i c  u t i l i t y  

ra temaking  s e r v i c e s ,  which i n c l u d e  a c c o u n t i n g ,  ca sh  working capi:al, 

c o s t  of s e r v i c e .  t a r i f f  d e s i g n .  and d e p r e c i a t i o n .  Uy e d u c a t i o n a l  back-  

ground,  b u s i n e s s  e q e r i e n c e  and q u a l i f i c a t i o n s  a r e  p rov ided  i n  Appendix 

A ,  which f o l l o w s  my d i r e c t  t e s t imony .  

What is t h e  pu rpose  o f  your  c e s t i s o n y ?  

Hy t e s t imony  p r e s e n t s  e v i d e n c e ,  an a n a l y s i s  and a recommendation con- 

c e r n i n g  t h e  a p p r o p r i a t e  c o s t  ra te  of common e q u i t y  and  o v e r a l l  f a i r  r a t e  

o f  r e t u r n  t h a t  t h e  I o v a  U t i l i t i e s  Board ("IUB" or the "Board") shou ld  

a l l o w  t h e  "Midvest Gas" d i v i s i o n  ( t h e  "Company") o f  Iova  P u b l i c  S e r v i c e  

Company ( " I P S " ) .  A d d i t i o n a l  e v i d e n c e ,  i n  the form o f  append ices ,  f o l -  

lovs my d i r e c t  t e s t i m o n y .  My a n a l y s i s  and  recommendation a r e  supporzed 

24 by t h e  d e t a i l e d  f i n a n c i a l  d a t a  t h a t  is c o n t a i n e d  i n  E x h i b i t  No. _ ,  

25 which c o n s i s t s  o f  f i f t e e n  (15) schedu les  
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Based upon your  a n a l y s i s ,  v h a i  is your c o n c l u s i o n  c o n c e r n i n s  the  Compa- 

n y ' s  f a i r  r a t e  o f  r e r i m ?  

Hy conclusi,on is chaz :he Company should  be  a f f o r d e d  an oppor:uni:y io 

e a r n  an o v e r a l l  f a i r  r a c e  05 r e c u m  o f  10 .7024 which i n c l u d e s  a 13 684  

c o s t  r a t e  of common equiyy  The 10.702% o v e r a l l  f a i r  r a c e  of r e c u r n  is 

based  upon t h e  veigh:ed average  c o s t  of c a p i t a l  approach  which p r o v i d e s  

a means to a p p o r t i o n  t h e  Company's r e t u r n  t o  each c l a s s  of  i n v e s t o r s  

The c a l c u l a r i o n  of  t h e  weighied average cos: of c a p i t a l  r e q u i r e s  t h e  

s e l e c t i o n  of  a p p r o p r l a t e  c a p i i a l  s t x c : u r e  r a t i o s  and a de:trmina:ion o f  

t h e  c o s t  r a t e  f o r  each  c a p l z a l  component The determina:ion of appro-  

p r i a t e  c a p i t a l  struc'-Ilre ra:ios and embedded s e n i o r  capi:al cos: r a t e s  

a r e  s e t  f o r n h  i n  t h e  t e s t imony  of X r .  Timothy Mussehl,  a Company vi:- 

n e s s .  I v i 1 1  i n c o q o r a r e  h i s  recommendations i n t o  my o v e r a l l  f a i r  r a t e  

of r e t u r n  f o r  Midvesc Gas. The r e s u l t i n g  o v e r a l l  f a i r  r a t e  of  r e f u r n  is 

t h e  product  of v e i g h r i n g  :he i n d i v i d u a l  c a p i c a l  cos: r a i e s  by :he p r o -  

p o r t i o n  of each  r e s p e c c i v e  c p e  o f  c a p i t a l .  The o v e r a l l  f a i r  r a t e  o f  

r e t u r n ,  when a p p l i e d  :O :he Comparf's r a t e  b a s e ,  w i l l  p r o v i d e  a l e v e l  of 

r e t u r n  which vi11 compensate i n v e s t o r s  f o r  t h e  use o f  t h e i r  c a p i r a l .  

How have you de te rmined  the  common e q u i t y  r e t u r n  component of :he Compa- 

ny's f a i r  rate of r e t u r n ?  

I n  a r r i v i n g  a t  my recommended 13 .684  common e q u i t y  cos: r a t e ,  I have 

employed wo commonly used  models: :he Risk  Premium approach .  which 

r ecogn izes  :he g r e a t e r  r i s k  o f  common e q u i r y  o v e r  t h a t  o f  long-cerm 

d e b t .  and :he Di scoun ted  Cash Flow a n a l y s i s .  S i n c e  t h e r e  is no marker 

f o r  the Company's common s t o c k ,  my DCF a n a l y s i s  i s  b a s e d  upon t h e  
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m a r k e t - d e t e m i n e d  COS: ra:e f o r  a 3arometer  Group of S ix  Gas D i s t r i j u .  

t i o n  Companies ( t h e  "Gas 3a:ome:er  croup") and a l s o  a Barometer Group o f  

Eleven Combination Gas and Z l e c r r i c  Companies ( t h e  "Combinat ion Barome- 

c e r  Group").  I: i s  my o p i n i o n  :hat by c o n s i d e r i n g  t h e  r e s u l t s  of b o c h  

Barometer Groups,  a c o n s e r q a t i v e  measure o f  t he  c o s t  o f  e q u i t y  f o r  ?lid- 

wes: Gas is p rov ided .  Hy a n a l y s i s  o f  Midwes: Energy Company ("WE" o r  

:he "Holding Company"), :he paren: company o f  IPS,  indica:es :ha: :he 

HUE market data is u n s u i r a b i e  :o neasu re  t h e  c o s t  o f  e q u i c y  f o r  Xidues t  

Gas.  As a consequence, i t  is ny op in ion  :hat :he Gas Barometer Group 

and Combination 3aromecer Group p rov ide  :he bes: b a s i s  t o  measure :he 

Company's c o s t  of e q u i t y .  

i t e s r e d  my o v e r a l l  ra:e o f  r e tu r r :  r e c o m e n d a r i o n  by r e f e r e n c e  t o  

f i x e d  charge coverage i n  o r d e r  t o  s a t i s f y  t h e  c a p i t a l  a t t r a c r i o n  and 

maintenance o f  c r e d i t  s t a n d a r d s  o f  a f a i r  r a c e  o f  return. I: i s  impor- 

t a n t  t h a t  t h e  Board p rov ide  t h e  Company w i t h  a n  o p p o r t u i t y  t o  e x ? e r i -  

ence an adequate  l e v e l  o f  p r e - t a x  in t e re s :  cove rage  so :hat t h e  Compa- 

n y ' s  c r e d i c d o r r h i n e s s  is no: impai red  and is comensura:e  wizh i t s  pub- 

l i c  s e r v i c e  o b l i g a t i o n .  

Race S e t t i n g  P r i n c i p l e s  

Q.  What a c c e p t e d  r e g u l a t o r y  p r i n c i p l e s  govern t h e  d e t e r s i n a t i o n  o f  a f a i r  

r a t e  of r e t u r n  on common e q u i t y ?  

A.  I n s o f a r  as t a r i f f e d  r a t e s  a r e  concerned,  the Board serves as a s u b s t i -  

t u t e  f o r  c o m p e t i t i o n  and s e t s  :he p r i c e  f o r  s e r v i c e .  I n  s e t r i n g  :he 

p r i c e ,  t he  Board mus: c a r e f u l l y  weigh :he p u b l i c ' s  i n t e r e s t  i n  r e a s o n a -  

b l y  p r i c e d ,  b u t  s a f e  and r e l i a b l e  s e r v i c e .  U n i l e  t h e  p r i c e  must t a k e  

- 3 -  
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F i n a n c i a l  R i s k  R e q u i r e d  DCF + - 
R e s u l t  Adj us tment  Cost Rate  

Gas Baromezer Group 1 2 . 6 %  + 0 . 5 %  - 1 3 . 1 %  

Comb :nat ion 
Barometer Group 1 2 . 0 %  + 0 .4% - 1 2 . 4 %  

I t  is i m p o r t a n t  t o  r e i t e r a t e  t h a t  a f i n a n c i a l  r i s k  a d j u s t m e n t  must be 

r e f l e c t e d  i n  the  e q u i t y  c o s t  r a t e  f o r  Midwest Gas because  to f a i l  t o  do 

so would s e r i o u s l y  u n d e r s t a t e  t h e  Company's r e q u i r e d  r e t u r i l  when us;ng 

t h e  Gas Barometer Group and Combination Barometer Group a s  a p r o x y .  A s  

my c o n c l u s i o n  u s i n g  t h e  DCF approach f o r  t h e  3a romete r  Groups ,  I gave 

e q u a l  w e i g h t  t o  b o t h  c o s t  r a t e s .  a f t e r  a f i n a n c i a l  r i s k  a d j u s t m e n t .  

This p r o v i d e s  a 1 2 . 7 5 %  ( 1 3 . 2 3  + 1 2 . & %  - 2 5 . 5 %  t 2 )  r e s u l t  f o r  n i d w e s t  

Gas. 

Aooropr i a t e  Bate o f  Return  on E q u i t y  

Q. You s t a t e d  e a r l i e r  t h a t  an e q u i t y  r e t u r n  of 13 .68% would be  a p p r o p r i a t e  

based  on y o u r  a n a l y s i s  of the aarometer  Groups. What is t h e  b a s i s  o f  

your  recommendation? 

A .  My recommendation i s  based  on bo th  the  Risk  Premium and DCF approaches .  

G iv ing  b o t h  t h e  Risk  Premium and DCF approaches  e q u a l  wersht,  t h e  i n d i -  

c a t e d  c o s t  o f  e q u i t y  f o r  both 3arometer Groups i s  13.68% (14.6% + 1 2 . 7 5 %  

- 2 7 . 3 5 %  f 2 - 1 3 . 6 7 5 % ,  rounded to 1 3 . 6 8 % ) .  

I s h o u l d  n o t e  t h a t  my recommendation i n  t h i s  c a s e  does n o t  i n c l u d e  

an a d j u s t m e n t  to accoun t  f o r  f l o t a t i o n  costs .  Even i n  t h e  s i t u a t i o n  

where a company w i l l  n o t  i s s u e  common s t o c k  t h r o u g h  a p u b l i c  o f f e r i n g  

d u r i n g  the n e a r - t e n ,  an adjustment  shou ld  be c o n s i d e r e d  b e c a u s e  a u t i l -  

i t y  must be  i n  a c o m p e t i t i v e  c a p i t a l  a t t r a c t i o n  p o s i t i o n  a t  all t imes t o  
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fulfill i:s ?ubiLc senice obligacion. To deny recognirion of flotation 

costs would be discrim1na:ory when other public utilities receive an 

allowance in this regard .A: :his time, however, i have no: included a 

specific floca:ion cost allovance i? my cost of equiyy recommenda:ion 

because the 3oard :=adL:ional'y does not incorporate this factor into 

i:s rate of return findings unless a new common stock sale is imminent 

When viewing my equizy cost rate recommendation, it should be rec- 

ognized that i have made no specific provision for the prospect :hat the 

rate of return may not be achieved Ice to unreflecred expense increases 

and/or unforeseen events 1: is my understanding that :he Company has 

adopted the 13.68% zace of r e t u n  on common equivy in computing ics cost 

of service. In my opinion. a 13.684 rate of return on common equity is 

reasonable for Midwest Gas, keeping in mind that the cost of capital 

allowed by the Soard in :he Company's rates merely represents an oppor- 

tunity for the Company to achleve a ?articular level of earnings. 

Recommended Overall Rate of Return 

Q. Vhat do you recommend the 3oard approve as the appropriate overall fair 

rate of return for the Company? 

A .  Hidvest Gas should be provided an opportunity to earn a 10.7024 overall 

fair rate of return applicable to the Company's rate base. This rate of 

return is shovn on Schedule 15 and is based on the capital structure 

ratios and the capital cost rates recommended by X r ,  Mussehl. 

Q. Have you sought to test the reasonableness of your overall rate of re- 

turn recommendation? 

- 3 7  - 
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A .  Coverage i s  a z e s t  A i c h  r e - i ea l s  zhe l e v e l  of pro:ection t h a t  t h e  u t i l i -  

t y  can  s u p p l y  f o r  i r s  f i x e d  o b l i g a t i o n s .  I n t e r e s t  coverage i s  measured 

on b o t h  a b e f o r e -  ar.d a f r e r - l n c o m e  :ax b a s i s .  Normally. b e f o r e - l x o r n e  

:ax in :e res t  cove rage  is -sed f o r  :he pur?ose of a company's i n d e n t u r e  

e a r n i n g s  t e s t ,  and  o v e r a l l  coverage  of  i n t e r e s t  cha rges  ar.d p r e f e r r e d  

d i v i d e n d s  on a n  a f t e r - i n c o m e  rax b a s i s  is t h e  measure employed v i 3  re-  

g a r d  t o  p r e f e r r e d  s t o c k .  

The I P S  i n d e n w r e  r e s t r i c t s  :he i s s u a n c e  o f  a d d i t i o n a l  funded i n -  

d e b t e d n e s s '  u n l e s s  income a-iai:able f o r  i n t e r e s t  cha rges  on a b e f o r e -  

income tax b a s i s  is a e  l e a s t  rdo  rimes interest cha rges  on debt  p r e s e n t -  

l y  o u t s t a n d i n g  and  d e b t  to be i s s u e d .  The IPS char:er r e s t r i c : s  t h e  

i s s u a n c e  o f  a d d i z i o n a l  p r e f e r r e d  s t o c k  u n l e s s  g r o s s  income a f t e r  t a x e s  

f o r  the payment o f  i n t e r e s t  is a: l e a s t  one and o n e - h a l f  r imes i n t e r e s t  

c h a r g e s  and  p r e f e r r e d  s t o c k  d iv idends  on o u t s t a n d i n g  p r e f e r r e d  stocic and 

p r e f e r r e d  s t o c k  t o  be  i s s u e d .  > t i l e  t h e  terms of t h e  i n d e n t u r e  and 

c h a r t e r  p r o v i d e  minimum l e v e l s  o f  coverage t h a t  must be demonst ra ted  

b e f o r e  new s e n i o r  s e c u r i t i e s  s a y  be i s s u e d ,  t h o s e  terms cannot  be r e l i e d  

upon as t h e  l e v e l  o f  coverage n e c e s s a r y  to a t t r a c t  capi:al on a r e a s o n a -  

b l e  b a s i s  i n  t o d a y ' s  c a p i t a l  marke t s .  Indeed ,  i: s h o u l d  be n o t e d  t h a t  

t h e s e  minimum r e q u i r e m e n t s  a r e  merely for t h e  p r o t e c t i o n  of e x i s t i n g  

s e n i o r  c a p i t a l  securi ty  h o l d e r s  and a r e  n o t  i n t ended  t o  r e f l e c t  an ap-  

p r o p r i a t e  c a p i t a l  a t t r ac : ion  s t a n d a r d .  

Another  i m p o r r a n t  fac:or :hat i n f l u e n c e s  cove rage ,  a s i d e  f r o m  t h e  

c r e d i t o r  s u p p o r t  p r o v i d e d  by t h e  r e t u r n  on e q u i t y ,  r e l a t e s  t o  the income 

t a x  p r o v i s i o n  r e f l e c t e d  i n  :he cos: of s e r v i c e .  A f t e r  :he passage  o f  
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STATE OF IOWA 

ilE?ARTMENT OF COMMERCE 
UTILI---- !LLL DIVISION 

IN R E :  
) DOCKET NO. RPU-90-6 

MIDWEST GAS. A DIVISION OF IOWA 
PUBLIC SERVICE COMPANY 

\ 
~ 

ORDER GWNTING JOINT MOTiON FOR APPROVAL OF SillLEMENT AGREEMENT 

( Issued January 14 , 1991) 

On August 15, 1990, Midwest Gas, a d i v i s i o n  of Iowa Public Service 

Company (Midwest Gas), f i l e d  na tura l  gas t a r i f f s ,  i d e n t i f i e d  as  TF-90-277 

and TF-90-278. In TF-90-2i7, Midwest Gas proposed a temporary increase  

which would produce addi t iona l  revenue of approximately $4,997,874. In T F -  

90-278, Midwest Gas proposed a permanent increase  which would produce 

addi t ional  revenue o f  approximaiely 514,580,000, o r  6.7 percent ,  over 

cur ren t  revenues. On September 1 4 ,  1990, the U t i l i t i e s  Board (Board) 

issued an o r d e r  docketing t h e  proposed increase  as  a formal proceeding and 

grant ing  in t e rven t ion  t o  Mid-S.ize Energy Group, Inc. (Mid-Size). On 

September 26, 1990, the Board granted in te rvent ion  t o  Northern Natural Gas 

Company, a d i v i s i o n  of Enron (Northern),  and on November 9,  1990, t h e  Board 

issued an o r d e r  s e t t i n g  temporary r a t e s .  The Board granted in te rvent ion  t o  

Natural Gas P ipe l ine  Company o f  America (Natural)  on November 29, 1990. 

On  December 18, 1990, t h e  Soard granted a j o i n t  motion t o  suspend t h e  

procedural s c h e d u l e . f i l e d  by a l l  of t he  p a r t i e s  t o  the proceeding, Consumer 

Advocate Div is ion  of t h e  Departnent of J u s t i c e  (Consumer Advocate), Midw?st 

Gas, Mid-Size, Northern, and Natural .  On December 21, 1990, the p a r t i z s  

f i l e d  a " J o i n t  Motion for Approval o f  Set t lement  Agreement." Th: p a r t i e s  
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at tached a document i d e n t i f i e d  a s  "Settlement Agreement," which was signed 

by a l l  p a r t i e s  t o  the  proceeding. 

incorporated by t h i s  reference.  

"Response t o  S t a f f  Yemorandum." 

A copy o f  t he  se t t lement  i s  at tached and 

On January 9 ,  1991, t h e  p a r t i e s  f i l e d  a 

The Board has reviewed the set t lement  agreement, a t tached  schedules ,  

and the c l a r i f i c a t i o n  provided in "Response t o  S t a f f  Memorandum" and wi l l  

g ran t  the p a r t i e s '  motion f o r  approval of se t t lement .  

p a r t i e s ,  a l l  c l a s ses  o f  customers, i ndus t r i a l  energy u s e r s ,  and i a t u r a l  gas 

p ipe l ine  supp l i e r s  have been ac t ive ly  representsd.  All t he  p a r t i e s  agree  

the terms of the set t lement  a re  just and reasonable and c o n s i s t e n t  w i t h  

Iowa law. 

According t o  the  

The se t t lement  resolves  a l l  i s sues  involving revenue requirement and 

r a t e  design and allows an increase f o r  Iowa customers of $6,764,101, o r  3.1 

percent  over t e s t  year  revenues. In addi t ion ,  the purchased gas  ad jus tnent  

c l ause  appl icable  t o  customers served by Northern wi l l  be increased by 

$516,058 t o  r e f l e c t  the inclusion o f  cos t s  associated with the l i q u e f a c t i o n  

of natural  gas.  The set t lement  i s  based on a 10.009 percent  r a t e  o f  

r e t u r n .  In addi t ion t o  t h e  elements s e t  ou t  i n  Schedules A-C a t tached  t o  

the se t t lement  agreement, t he  p a r t i e s  s p e c i f i c a l l y  agree  t o  c e r t a i n  

elements o f  r a t e  design i n  Schedule D. 

prepared by Midwest Gas witness Loos incorporates  a c l a s s  c o s t - o f - s e r v i c e  

s tudy f i l e d  i n  t he  record of t h i s  proceeding which incorpora tes  the changes 

of the se t t lement  agreement. The t e s t  period used t o  determine r a t e s  i s  

determined on t h e  bas i s  o f  an annual revenue requirement based on a t e s t  

yea r  ending December 31, 1989. The r a t e  base, net  opera t ing  income used t o  

A c l a s s  cos t -o f - se rv ice  study 
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determine the t e s t  year  revenue aef ic iency ,  t he  overa l l  weighted c o s t  o f  

c a p i t a l  used t o  c a l c u l a t e  t he  annual revenue requirement, t he  t o t a l  annual 

revenue requirement,  and t o t a i  company a l loca t ions  a r e  s e t  f o r t h  in  

Schedules A - C  a t tached t o  t he  set t lement  agreement. 

Af t e r  reviewing the complete record i n  t h i s  proceeding, pursuant  t o  

IOWA ADMIN. CODE ;99-7.2(11) (1991), t he  Board f inds  the terms of  the 

p a r t i e s ’  agreement t o  be reasonable. 

se t t lement  agreement whicn are  i n c m s i s t e n t  with Iowa law or t h e  r u l e s  o f  

the Board. In addi t ion ,  t he  t e n s  o f  the se t t lement  agreement a r e  i n  t h e  

publ ic  i n t e r e s t .  In l i g n t  of  t ne  c m p l e t e  record i n  th i s  proceeding, the 

There a r e  no aspec ts  of the 

Board f inds  t h e  set t lement  agreement t o  be reasonable and i t  wil l  be 

approved. Pursuant t o  IOWA ACMIN. C O D E  199-7 .2(11)  (1991) ,  th i s  

c o n s t i t u t e s  t h e  Board’s f ina l  decision on the i ssues  addressed 

se t t lement .  

CONCLUSIONS OF L A W  

The U t i l i t i e s  Board has ju r t sd i c t ion  over  t h e  p a r t i e s  and 

n the 

ubjec t  

mat te r  of this proceeding, pursuant t o  IOWA CODE 55 476.1 and 476.3 (1989) .  

FINDINGS OF FACT 

1. The proposed sett lement i s  reasonable i n  l i g h t  of t h e  complete 

record i n  th is  proceeding. 

2 .  The proposed set t lement  i s  i n  t h e  publ ic  i n t e r e s t .  



MidAmerican Exhibit 8.1 
Page 337 of 654 

l ocke t  No. RPU-90-6 
Page 4 

ORDERING CLAUSES 

IT IS THEREFORE ORDERED:  

1. The "Motion f o r  Approval o f  Sett lement  Agreement," f i l e d  by the 

:onsumer Advocate Division o f  t he  Departinent of J u s t i c e ,  Midwest Gas, a 

d i v i s i o n  of Iowa Public Service Company, Mid-Size Energy Group, Inc., 

Yorthern Natural  Gas Company, and Natural Gas Pipe7ine Company o f  America 

i n  December 21, 1990, i s  granted. 

2 .  On o r  before 45 days from the  da te  o f  this o rde r ,  Midwest Gas, a 

d i v i s i o n  of Iowa Public Service Company, s h a l l  f i l e  t a r i f f s  t o  implement 

the terms of t h e  "Settlement Agreement" f i l e d  by t h e  p a r t i e s  on 

December 21,  1990, and attached t o  t h i s  order .  

3 .  Motions and objections n o t  previously granted o r  sus t a ined  a r e  

denied  o r  overruled.  

UTIL!TIES BOARD 

ATTEST : 

E x e c u t i W  Sec re t a ry  , Assis tant  t o  

DGted a t  Des Moines, Iowa, this 1 4 t h  day O T  January, 1991. 
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UTILITIES D i V I S I O N  I IOWA UTILITIES EOkSD I 

I N  RE: ) 

MIDWEST GAS, A D I V I S I O N  O F  ) 
IOWA PUBLIC SERVICE COMPANY 1 

) DOCKET NO. RPU-90-6 

SETTLEYENT AGXEZXIENT 

AR?ZCL2 I 

I n t r o d u c T i o n  

On Augus t  15,  1990 Midwes: Gas ("Midwest Gas" ) ,  a d i v i s i o n  

of Iowa P u b l i c  S e r v i c e  Company, f i l e d  w i t h  t h e  Iowa S t a t e  

U t i l i t i e s  Board  ("Board")  r e v i s e d  n a t u r a l  gas  t a r i f f s ,  i d e n t i f i e d  

as TF-90-277 a n d  90-278,  p r o p o s e d  t o  become e f f e c t i v e  S e p t e m b e r  

1 4 ,  1990 ,  which  wou ld  i n c r e a s a  Yidwest  G a s ' s  annua l  n a t u r a l  gas 

o p e z a t i n g  r e v e n u e s  by  a b o u t  914 ,600 ,000 on a n  Iowa j u r i s d i c t i o n a l  

basis .  The  O f f i c e  of Consumer Advocate  ( " O C A " )  e n t e r e d  i t s  

appearance on S e p t e m b e r  4 ,  1 9 9 0  and f i l e d  a n  O b j e c t i o n  t o  I n t e r i m  

Rates on S e p t e m b e r  1 4 ,  1990.  ?he Mid-Size Energy Group, I n c .  

r e q u e s t e d  t o  i n t e r v e n e  i n  t h i s  p r o c e e d i n g  on September  7 ,  1990  

and  was g r a n t e d  i n t e r v e n o r  s z a t u s  on September  1 4 ,  1990.  

N o r t h e r n  N a t u r a l  Gas Company and  N a t u r a l  G a s  P i p e l i n e  Company of 

America r e q u e s t e d  t o  i n t e r v e n e  on September  2 6 ,  1990 and  November 

2 ,  1990,  respec t ive ly ,  and  were cjranted i n t e r v e n o r  s t a t u s  o n  

O c t o b e r  1 0 ,  1990 a n d  November 29 ,  1 9 9 0 ,  r e s p e c t i v e l y .  3y o r d e r  

issued September 1 4 ,  1 9 9 0 ,  t h e  S o a i d  d o c k e t e d  t h e  c a s e  a s  a 
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fonal proceeding, instituted an investigation of the 

reasonableness of the proposed =ate increase, and estaSlished a 

procedural schedule. A consumer comment hearing was held in Des 

Moines, Iowa. 

Midwest Gas was authorized to collect increased rates on an 

interim basis commencing Novembez 9, 1990 and as modified on 

December 6, 1990, pending hezring and decision. 

If approved, this Agreement would allow an increase in rates 

for Iowa customers of.$6,764,101 or 3.14 over booked test year 

revenues. The purchased gas adjustxent clause applicable to 

customers served by Northern Natxal Gas Pipeline Company would 

be increased by $516,058 annually t o  reflect the inclusion of 

costs associated with the liquefaction of natural gas which have 

historically been recovered as part of Midwest Gas's non-gas 

rates. 

AXTICLZ ii 

PurDcse 

This Agreement has been prepazed and executed by the 

signatories for the sole purpose of resolving specific issues in 

Docket No. RPU-90-6, and is applicable to final rates in that 

proceeding only. In consideration of the mutual agreement 

hereinafter set forth, the signatories hereby agree as follows. 

AXTiCLE 111 

Joint Motion 

Upon execution of this Agreement, the signatories shall file 

this Agreement with the Board together with a joint motion 
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requesting that the soar2 issce an order approving this Agreement 

in its ent.l:ety without condition or modificaiion. 

AXTICTZ IT? 

Ccndition ?'recedent 

This Agreemenr shall not beccme effective unless and until 

the Board enters an order approving this Agreement in its 

entirety without condition o r  modification. 

AXTiCLZ V 

Privileoe and Lirnitation 

This Agreement is made p u r s r ~ r ~ r  to Iowa Ccde §liA.iO (1-39), 

199 I.A.C.7.7(4) and 199 I.A.C.7.2(11), and shall become binding 

upon the signatories upon its execution, provided, however, that 

if this Agreement does not becose effective in accordance with 

Article IV, above, it shall be n - i l l ,  void and privileged. This 

Agreement is intended to reiate only to the specific matters 

referred to herein; no signatcz:j waives any ciain or right which 

it may othemise have with respect tO any matter not expressly 

provided for herein; no signatory shall be deemed to have 

approved, accepted, ag:eed or consented to any ratemaking 

principle, any method of cost of service determination, or any 

method of cost allocation underlying the provisions of this 

Agreement (or the Schedules attached hereto) or be prejudiced or 

bound thereby in any other current or future proceeding before 

the Board. No signatory shall directly or indirectly refer as 

precedent t o  this Agreeme-t or that ?art of any order of the 

3 
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Board referring to this Agreernezt i2 any other current or future 

Company rate proceeding before the Scard. 

AX?IEl=E VI 

Test Teriod 

Tbe justness and reasonableness of rates in this case shall 

be determined on the basis of an annlial revenue requirement 

determined on the basis of a test year ending December 31, 1989, 

utilizing actual test year operating zesults which shall not be 

adjusted, annualized, or normal:-ed except as hereinafter 

provided. 

m x c x  V;I 

Costs of Providinc Utilitv Service 

The rate base to be used to dete-mine the annual revenue 

requirement, the net operating income to be used in determining 

the test year revenue deficiency, the allowable overall weighted 

cost of capital used to caicu?a=e the annual revenue requirement, 

the total annual revenue requirement and total company Iowa and 

non-jurisdictional allocations are as set forth on Schedules A 

through C appended to this Agreement. 

ARTICLE VIII 

Rate Desian 

The signatories agree upon the design of rates and tariffs 

for Iowa jurisdictional customers as specified on Schedule D tc 

this Agreement. 

4 



AXTICLZ IX 

Reser-Jed for Fut.Jre Litiqation 

The ?arties explicitly reserve for future litigation the 

questions of: 

a. The method by which Xidwest Gas will recover any 

unxecovered manufactured gas plant cleanup costs; and 

b. The reasonableness of allowing Midwest Gas a return on 

and r e tu r2  of its investnent in an acquisition adjustment. 

ARTICLZ X 

Timeliness of Approval 

in entering into this settlement, the signatories have 

contemplated that this agreement would be approved by the Board 

as exTeditiously as reasonably possible so that tariffs 

incorporating its terms could be impiemented as early as 

possible. 

Respect iu 1 ly submi tt ed , 

MIDWEST GAS, a division of OFFICE OF CONS‘JXEX ADVOCATF 
IOWA PUBLIC,SERVICE COMPANY 

SU=& MI. Stewart” Aiexis K. Wodtke 
Seni r Attorney Attorney 

P.O. Box 7 7 8  
Sioux City, Iowa 51102 Telephone: (515) 281-5983 

DATED this ‘&day of 
DeceFher, 1990 December, 1990 

Lucas State Office Building 
Des Moines, I A  50319 

DATED this - R-day of  

401 v ouglas St. 

th 

5 



Suite 9?5- -  T ~ O  &A,. C e i c e r  
601 Locust S t r e d  
D e s  ?1oi;l~s,  Icwa 50309 
Telephone: ( 5 1~ 2 45 -3 75 7 

DATZD this 20 __ day of 
D e c e r b e r ,  1 9 9 0  
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Steven J. K e a ,  Senior Counsel 
Northern Nata-al Gas Company 
i223 Dodge Street 
Cme?lc, Rebreska 68102 
Telephone: ( 4 0 2 )  633-4128 

DAT3D t h i s  - day of  
Decenber, 1990 

L.c/. ma. 
Paul i i. Mallory 
N a t L - a l  Gas P i p e l i n e  
701 E a s t  225d Stree t  
Lombard, I l l i n o i s  60148 
Telephone: (708) 691-2760 

DATED this - 
D e c e b e r  , 19 9 0 

6 
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AXicL=eL R .  +y, At=or=iey 
a d r e  935 - Two Cectrr 
601 Loc-ast St-eet 
D e s  Koines, Iowa 50309 
Telephone: (513) 245-3757 

n x m  *S - day of 
Dece=b~-~ 1990 
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~~- - 
C S a h a r  R k k a  68102 
?dophone:. (402) '633-4128 

DATED this Zl* day of 
Decaer ,  1990. 

PZUl  x .  x a l l o q  
Aatzznal  Gas ?i?elbe C c m p m  of L-srica 

Loabard, ililnois 60148 
Telephone: (70a) 691-2760 

D A m  this - day of 
Decaber, 1990 

7 0 1  East 22nd 5'--Ef 

6 
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1 RATE BASE S198.170.561 

5 

6 e 7 

8 

9 

10 

RATE OF ?.ZY?.!! 

REQUIRED RETL‘RS 

LESS: ADZUSTS3 O?EXTISG ISCOHE 

NET OPERATISG ISC0tr.S 3EEICIESCY 

FEDERAL IXCO?!E TAXSS 

STATE IXCOZE T.X.ES 

REVENL’E DEXCIENCY 

NOX-JURISDICTiCSAL RE\TSCE EFICIEXCY 

JURI SDICTIOSXL RE’.’E9UZ DETICIESCY 
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Schedule A-1 

‘ W ? n d e d  rr Jecenber 31, 1989 
Z€ der  Proposed R i l e s  

Exhibit-(LYL-5] 
7able  1 
Paqr 1 of 1 

! Return UnCer PraposEd R i tes  

13 

I 4  

Return linder Exis! inq r a t e s  

i i a te  Base 

ircposed 2ate o f  M u r n  

Return Under ?r@posed k f e s  

Incresent;! Returr ,  

i f i t r e i e n t a !  I n c o r e  i a x e s  

Effec!ive I a x  g a t e  
Increiental Taxes 

E f f e c t i v e  lax R a t e  
i n r r e t e n t i l  Taxes 

S t a t e  

F e d e r a l  

Propcsed Revenue Increase  

I s s 

11,417,466 11,518,754 2,508,704 L il 1 I 

1?8,i70,551 153,1kPIb71 10,020,8?0 L 33 1 4 

10.0091 10.00il 10.0091 

19 ,834 , j t l  15,32?!Xl 4 , 0 0 S , b 1 1  L 3 I L 4 

5,417,lij 4 , 0 1 0 , G  : , 4 O b , ? B 7  t 5 - i 2 

lo.!:? 
958,129 be7,!09 i50,2iO L 5 I L 9 / (1 - L 9 - L l i l  

5 0 . S k :  
2,i?O,:b7 Z,O65,757 7 2 4 , B l O  L b I L 12 I ti - L 9 - L l:l 

9,!4t,!i0 6,164,102 i , X , O l E  L b + L 10 + L 13 
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a 

1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

U T I L I T Y  ?LAST iS SE?VICE 

LESS:  ACW!. DZ?R. 

YET UTILI?'! ?LYi': 

LESS: 

DEXRXE3 lSC3UE T.ISES 

I T C  3% 

CUSTOYE? ADV>.XCES 

CUSTO?!EX DETOSITS 

USCOLLZCTIBLE ACCOL'STS 

I N J L X I Z S  h !NU.IGSS 

MISC. OPEXATSSG J40VISICYS 

TOTAL DE3tiCTIONS 

PLUS: WORXISG CAPIT>.!, 

CASH WCRXISG C.\?ITSL 

YATERIALS & SL'??LiES 

PREPAYSEXTS 

FUEL STOCKS 

TOTAL k ' O R K I N G  CAPITAL 

TOTAL F3TE BASE 

( A )  
AUOCS? 

$25,593,610 

$231.693 

$1,923, 445. 

$1,323,472 

$1,050,461 

$382,690 

S15?,104 

S30,757,835 
--_------_--__- 

($5,094,799) 

$2,831,168 

$2,645,374 

$5,282,020 

$5,660,363 

S198,170,561 

---____________ 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  __-_______-_____ 
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YIDWEST GAS 
DOCKET NO. RPU-90-6 

TEST YEAR ZSDISG 12/31/89 
I S C O K E  STITEYZYT 

S C H E D U L E  C 
FINAL RATES 

$177,673,346 

$2,705,609. 

Sll,lS$, 869 

S712,912 

$12,750,070 

$14,816,507 

$22,048,938 
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Rate Desi5n SCXZDULE D 

1. Xidwest Gas asrees to xi?:-.draw its request for approval of 
the Optional Electric Generation Sezvice tariff, the FlexiSle 
Transportation rate tariff and the Icwa Environmental Protection Tar I L L  : i i and will not inclement these tariffs at this time. 

2 .  Midwest Gas agree-. to withdraw t;le Transmission Access 
surcharge for transportation cstoraezs proposed at 5 e  per mTBtu. 
The costs of the Natural Gas li3eline interconnection will be 
allocated to all transportation ar.d system supply customers in 
the same manner that other distrixzion costs are allocated in 
the clclss cost of service St'JdY presazed by L. W. Loos and filed 
in this proceedin;. 

3 .  There will be no ccnsolidaricn of purchased gas adjustment 
clauses of the separate naturzl c a s  ;ipeline suppliers serving 
Midwest Gas. 

4 .  The per meter service chazse f c r  customers receiving service 
under the Small Volume P i n  3 a z e  (SF:) shall be $ 8 . 7 5  per month. 
The remainder of the customer casts skall be recovered in the per 
therm charge over che first 2 5 0  thens of monthly usage. 

5. The commodity charse per :hen f z r  large volume interruptible 
gas service shall be 14.934 Fer K!~S:X. 

6. .The monthly customer charse a;?licable to FTS and ITS 
Transportation Service is $ 2 5 0  Fer mcnth per delivery point. 

7 .  The commodity charge applicsble t3 gas transported under the 
FTS and ITS Transportation Seryice Tariffs shall be 15.93C per 
W-Btu with a credit of $O.Oi per .K%tg if the customer decl.ines 
System Supply Standby Service. 

8. Midwest Gas's proposal to rsmove costs associated Kith the 
liquefaction of natural gas from the revenue requirement and 
include them in the applicable purchased gas adjustment clause 
shall be implemented. 

9 .  In all respects not set farzh heriin, with the exception of 
the allocation of manufactured Gas plant cleanup costs, the 
stipulated revenue requirement shall be allocated, by jurisdiction 
and customer class in accordance w i t h  the class cost of service 
study presented by Midwest Gas witness L. W. L o o s ~  and the tariff 
provisions shall be implemented as proposed by %idwest Gas. 

.. 
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DECISL3N AYD ORDEX 

! 
I. PXOCEDURAL i1lS':CRY 

, Gn liay 1, 1980, Iowa-Illinois Gas 3r.d E!cctric Conpny (Company) f i l e d  

the Commission a prcpo:ed gar r a t 2  i n c r e a s e ,  i d e n t i f i e d  BE TF-80-186 and 

l l i n g  opproxina te ly  $7,400,900 o r  5 . 2 .  ?er;en:, effective June 1 ,  1980. 

Proposed razes UCCB suspendcd an Xay 30, 1930, by a Commission o rde r  u i i i ~ n  

i n s r i h t t d  J fsrxal  investigation, p r s u a n :  -3 Section 4 7 6 . 6 ,  The Code L979 
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'711. .UTE OF 9ETUY.N 

A. Csnlral s?ruc'. '~re. 

I DeForz examining argumen;; aa i o  a f a i r  r a m  of  r e w r n  on equi ty ,  ve 

? m u s t  r c s o l v ~  the  i s s u e  of whether erd-of-period o r  average capi:alizarion 

should Sc u t i l i z e d  t o  d e t e r n i n e  revenuc raquirenents. Company asks  tha Commission 

t o  i i t i l i r e  end-of-period capi :a l ias t ion  which i t  be : ieves 'v f l l  gLve a m o m  

a c c u r a t c  p i c t u r e  of curren: c o s t s  o i  c a p i t a l .  

cost3 a r c  known and scasu rab le .  and a r e  higher than C O E Z S  c s t sb l i shed  by S t a f f  

us ing  avcrdge c a p i t a l i z a t i o n :  embedded long-:em in:eres: r a t e s  were 7 . 5 1  

pcrcenc a t  ?fay 31, a5 ccmpard  i o  The average (7.46 percent )  during :he tvc lve  

months ending >lay 31; che mbcdded ra:e f o r  b o t h  prefer red  (5.98 perc-n:) and 

preference  (10.58 pe rcen t )  z :xk v a s ,  on Hay 31, 9 .60 pe rcen t ,  as cornpard t o  

t h e  average r a c e  of p re fe r r ed  s:ock (9 .04  percent )  during t h e  :wcLvc months 

ending Xay 31. The C a m z i s s i a n  should recognize,  Company argues, t h a t  tliesc 

c o s t s  are r i s i n g  as new issuis a r e  nade a t  highcr  r aces :  p re ta rance  shares 

w i t h  a dividcnd ra te  of lO-!/i ?er:ent were issued in Februxry of  196!; ?irsc  

X o r t g a ~ c  Bonds were i ssued  a: an i n t e r e s t  r a t e  o€ !3-3/5 percent i n  !!arc:: of 

1981. Use of year-old embedded c a p i t a l  costs would conr t i t . J t s  "unconscLonablc 

r egu la to ry  l a g , "  and, Company a rgues ,  ri..ose c o s t s  a r e  n o t  represancar ive  of 

May 31, 1960 c a p i t a l i z a t i o n  

c n p i c a l i z a r i o n  during t h e  period when tSe  proposed rates will be c o l l c c t e d ,  and 

would r equ i r e  Company t u  r e t u r n  t o  the Cammission much sooncr fo r  eddicfonnl 

r a t e  rcLieE. 

S t a f f  responds cha t  usc of  end-of-period c a p i t a l i z a t i o n  vouLd involve 

YFecu!a:ivc ildjus tments and would canc:;vcne the  Commission's tradi: ional 

p r a c t i c e  of marching income t o  be gcneraced by the proposed rntcs with e h c  

tnvestmcilc producing t h e  i x m e .  Use 0: end-of-period capita1izs:ion i s  also 

. .. . .. . . .. 
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"nor i n  accord v i r h  buainess v o f d  r e a l l c y , "  S t a f f  says ,  s i n c e  invesrors a r c  

'accus:omed t o  recci'ring earnings r e p o r t s  based on averages and would be inisled 

by d a t a  .dhich, bsscd on end-o f -pe r id  c a p i t a l i z a t i o n ,  would undersrace tne 

' : r e l a t i o n  01 incme t o  c a p i t a l  inves ted .  I, 

We have not h e n  presented wi th  any j u s t i f i c a t i o n  f o r  a depa r tu re  from 

t r a d i  t i o n a l  r a t m a k i n g  Trincfples. Company h a s  provided us w i t h  evidence t h a t  

somc c a p i t a l  costs have risen and t h e n  rests its case.  We have adopted usc of 

an nverego c a p i t a l  s t r u c t u r e  i n  recogniz ion  of the m Z t i ~ u d e  of f a c t o r s ,  including 

:changing economic condif io[ ' s ,  vhich m y  a f f e c t  a u t i l i t y  company's a b l l i c y  t u  

e a r n  a f a i r  rate  of r e t u r n .  

should bc approached csrefu1l. j  and w::h f u l l  cons ide ra t ion  of the  e€fecc on 

r a t q a y e r s  and inves tors  t h a t  %c!i a change would produce. Company has f a i l e d  

Any c:ior.ge i n  t r a d f r i o n a l  r a t m a k i n g  p r i n c i p l e s  

t o  suppIy us wits an adequate  record on which il change t o  end-of-period cap i r a l i -  

' z a t i o n  c n d d  be j u s t i f i e d .  

Wc will t h e r e f o r a  u t i l i z e  rhr  average capi:al s t r n c t u r e  proposed by S t a f f ,  

w i th  preferred and preference  s tock  r ap resen t ing  15.5 percrn: of the  m t a l  

c a p i t a l  s t r u c t u r e ,  long-tern debt r q r e s e n t i n g  47.4 pcrcenr o i  chc :ob;  

c a p i t a l  ~ c r u c t u r ' ~  and common equi ty  r c p r e s e n t i n g  37.! percent  of the  t o t a l  

c a p i t a l  s t ruc turc .  

E. Return on common equi ry .  

Company o f fe red  :he testimony of FJO wirncsses i n  s u o p o r t  of  i t s  request  

t h a t  r e t u r n  OLI  common e q u i t y  be c s t ab l i shcd  between 15 percent  and 16.8 percent .  

Donald H.  Shaw, Vice President-Finance,  explained Company's need t o  x a l n t a i n  a 

f l e x i b l e  c a p i t a l  s Cructurc and ta gcneracc s u f f i c i e n t  revenue t o  meet i n f l a t i o n  

and f inancc  cons t rucc lon .  Mr. Shav s tared Company has nore planned cons:ruction 
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than  ocher u t i l i q  companies. Xr. Sihaw a l s o  noted i n v e s l o r s  are becoming less 

w i l l i n g  t o  buy u t l l i i y  stock and i n v e s r o r  confidence nust bc res tored  t o  

procure necded plan: f inancing. 

Car ta in  coverage r a t i o s  a:@ p r c c m d i t i o n s  t o  i ssuance  o f  bonds, debentures  !j 
and prefer red  shares, Mr. Shm t e s t i f i e d ,  and Company mug: maintain a minhurn 

after-tax coverage ra r io  of a t  leas:  2 . 7 5  (which lie said rcqui red  a 16 percent  

r a t e  of r e t u r n  on comcnn aqui tyf  to r c z a i n  the fLexiSi1ir.y i n  the c!ioice of 

financing and t o  main:ain confidenca i n  Company's securi t ies .  By a d j u s t i n g  

" book value of common equity f o r  inf l a r i o n  occurr ing  s i n c e  194 !  and applying t o  

t h a t  c a l c u l a t i o n  a r a t e  of r e t u n  de:ived from a pure  i n t e r e s t  f a c t o r  and 

inveshient  risk, v i t h  no inEla t lonary  allor;anca,  Mr. Shav a r r i v e d  a t  a f a i r  

, r a c e  of r e t u r n  of 16 perccnc. 

' t h e  r a t c  determined by his a p p l i c a t i o n  of discounted cash f l o w  (DCF) methodology 

This 16 percent  f i g u r e  is  n o t  inconrls ten:  w i t h  

(16.2 pcrcenr) .  

S t a f f  poin:s out t h a r  Xr. Shav's m i n i m u m  a f t e r - t a x  coveragc r a t i o  of 2 . 7 5  

T O  3 exceeds any of Conpsny's indent-re requirements and argues t h a t  i: has no 

rclevancc i n  de tc rs in ing  rhc c ~ s t  af ccmmn equi ty .  The dcr iva t io :  0: a r a t s  

' of retLlrn dcsigncd TO ccmpersafe investors f o r  p a s t  i n f l a t i o n  is s i m i l a r l y  

mistakcn, S t a f f  argues,  and has been r t j e c t c d  by t h e  Commission; i n v e s t o r s  

wou ld  bc conpcnsated twice f o r  inflation, s l n c c  t h e  c o s t  of equi ty  r e f l e c t s  

investors' expcccions conccmitio, i n f l a t i o n .  F i n a l l y ,  Stat: arxues tha t  >ire 

Shawls OCF c a l c u l a t i o n s  a re  nechodologically i n v a l i d  a n d  c o n t a i n  a r b i t r a r i i y  

celecred numbcrs. S t a f f ' s  modi.Eications oE e r r o r s  it sccs i n  Mr .  Shaw's 

c n l c u l a t i o n s  produce a re turn  o n  eq,ui:y of 14.7 p e r c e n t ,  

Company's o t h e r  v i t n e s s ,  Dr. Kobe:: M. Soldofsky, Professor of Financc at 

the U n i v e r s i y  oE Iowa, a l s o  o f f e r s d  tastimany as t o  f a i r  race of  return on 
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Company's equi ty .  Dr, Soldofsky introduced va r i a r ions  on the d iscounrod  cash 

flow (DCF) model, - h i c h  meosurrs :!?e ra te  of r e t u r n  necessary t o  maintain and 

' , a t t r a c ?  equi ty  c a p i r a l .  T h e  model i s  expressed as: 
D d iv i i ends  7e r  share + 

P + g: expected growch race i n  d iv idends  I R e - -  p r i c e  per shore  

Dr. Soldofsky c r i ? i c i z r d  t h e  DCF ;node: f o r  f a i l i n g  t o  take r i s k  into 

account and f o r  producing an u n r e a i i s t i c a l l y  l ow ra t?  of r e tu rn .  DCF, he 

' s a i d ,  assumes t h a t  di.Jldend Growth  pcr share ,  earn ings  per s h a r c ,  market price 

and book value ;ler share grow a t  the same race ,  and t h a t  book value a n d  m r k e t  

" p r i c e  a r e  idcn:ica.L "frm evorlas:ing t o  eve r l a s r ing . "  The ra te  of r ecu r>  

projecccd by u5e of -!le DCF -ode: (13.8: t o  15. iX)  is so  low as t o  b e  "abhorrent  

t o  inveulors ."  He of fered  severa l  a:?arnatlve mcthods of c a l c u l a t i o n  of the  

r a t c  of r e tu rn  f o r  cm.pa:ison and 53 1llus:rate h i s  arzument that  r e l i a n c e  

should not he placcd OII a s i n g l e  nc r l~odo logy .  

Sta f f  argues t h a t  none oi thcce sdjustmcnts  t o  the  DCF model need t o  be 

-mde. D r .  Soldofsky 's  a s s e r t l c n  t h a t  the DCC model assumes a r i s k l e s s  s t a t e  

i s  i nco r rec t .  The  i nves to r s  s s c r i n g  t h c  narkc t  pr ice  evaiuatc the risks and 

cxpeccrd r e tu rns  inhcren: i n  s sec2 r i ty  purchase. The estimated growth r a t e  

takes  i n t o  ac:ount the p o s s l j l l i t y  of v3r iab la  dividcnds,  and. so long as i t  

is accura te ly  e s t b a r c d ,  rakes in:o account varying g r m t h  rates.  

reduced b y  the use of constant  c o s t s  of capira: and a cons tan t  growth rate. 

In s h o r t ,  t hc  UCF model accuta;ely por r rays  inves to r  expec ta t ions  rhrough the 

examination of h i s t o r i c a l  i n fomat io i l  and p r d i c t s  a r a t c  of re turn  requirement  

t o  maintain f i n a n c i a l  i i i t e g r l q ,  artrn-t c a p i t a l  and compensate investor3 f o r  

t h e  risks assumed. 

E r r o r s  are 

Dr. .Soldofsky's ad jusx tcn t s  t o  t h 2  DCF modcl a r e  d iscussed  b e l o w  d o n g  

wi th  S t a f f ' s  cmrr rn ts  o n  thosa adjustments. 
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1. Limired hor izon  dixaunc-d c3sh f low.  

Dr. Soldofsky c h a r a c t e r b e d  t h e  :?wth r a t a  as the  product of the  percentage 

: of earnings r e inves t ad  i n  :ne jusine$.n and t h e  expected r e t u r n  on t h a r  investrncnt. 
! 
! I n  1979, t h e  growth rate was A.2 ) e r c e x  (31 percent  re ta ined  earn ings  m u l t i p l i c d  
(I 

'.by 13.5 percent  ea rn ings  on net  i i o : t h ) ,  %rich i s  i n  accord w i t h  Value Line's 

estimate of Coutpany's gsovth ra:: ($4 ?ercent ) .  Rather than applying :he 

, r r a d i r i o n a l  DCF node'., 5r .  Soldofsky adop ted  a six-year horizon t o  y ro jecc  

" u t i l i t y  d iv idends  and d e t e n i n e d  tha: the r a t e  of recurn on commn s t o c k  n u s t  

, b c  bcrween 1 5 . 3 4  pcrcent and !8.91 Tercent t o  m i n t a l n  Company's c a p i t a l  
!. 
I 

i n t  q r  icy.  

S t a f f  a rgues  t h i s  approach does =oC correc t  Dr. Soldofsky 's  pcrcelved 

shorrcanings  i n  rSe DCT nodel. Dr. Soldofsky introduces no suppor t  f o r  Sis 

claim t h a t  a s i r -yea r  ho r i zon  giver an accura te  dividend p r o j e c t i o n  and '.he 

rata? DE r e t u r n  he  p r o j e c t s  as reasonable a r e  based on scvcrsl assumptions:  

assumed d iv idends ,  assumcd i n i t i a l  p r i ce  and assumed f u t u r e  price. Thc 

methodology f a i l s  t o  rake i c r o  accouiit ihe i n t c r r e l s t i o n s h i p  bargeen ancicipatcc 

. d iv idends  and a a l e s  p r i c e  and confuses l sng  and s h o r t - L e n  growth p o t e n t i a l .  

Ca lcu lz t ion  of the  growth ra ta  also f a i l s  t o  take i n t o  accoun? t h e  plowback 

ratio ( i c  Company's ca6e, averaging 3 . 5  percent)  and is based on i n c o r r e c t  va lues  

f o r  t h e  1979 r e t u r n ,  and the r e t i n t i a n  ratc; with these  c o r r e c t i o n s ,  Company's 

grCWth rate ,  by Dr. SoldoEsky's f o a u l a ,  is batwcen 2 . 8  percent  t o  4 pcrcenc.  

2. Standard DCF pius aliouancc. f o r  change in t h e  P / E  r a t i o .  

D r .  Soldofsky s t a t e d  the  element of r i s k  could bc added t o  t h e  s t anda rd  

CCF c ~ l c u l a t i o n  by examinine Value Line's dividend y i e l d s ,  d iv idend grouch 

ratr-9 and range  of m t i c i p a t c d  ckangc i n  the p r i c e / a a m i n g s  rntids of :!\e 30 




